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(2) Cost of preparing documents and any
other patent costs in connection with the fil-
ing and prosecution of a United States pat-
ent application where title or royalty-free 1li-
cense is required by the Federal Government
to be conveyed to the Federal Government;
and

(3) General counseling services relating to
patent and copyright matters, such as advice
on patent and copyright laws, regulations,
clauses, and employee agreements (but see
sections J.37, Professional service costs, and
J.44, Royalties and other costs for use of pat-
ents, of this Appendix).

b. The following costs related to patent
and copyright matter are unallowable:

(1) Cost of preparing disclosures, reports,
and other documents and of searching the
art to the extent necessary to make disclo-
sures not required by the award

(2) Costs in connection with filing and
prosecuting any foreign patent application,
or any United States patent application,
where the sponsored agreement award does
not require conveying title or a royalty-free
license to the Federal Government, (but see
section J.44, Royalties and other costs for
use of patents, of this Appendix).

35. Plant and homeland security costs.

Necessary and reasonable expenses in-
curred for routine and homeland security to
protect facilities, personnel, and work prod-
ucts are allowable. Such costs include, but
are not limited to, wages and uniforms of
personnel engaged in security activities;
equipment; barriers; contractual security
services; consultants; etc. Capital expendi-
tures for homeland and plant security pur-
poses are subject to section J.18, Equipment
and other capital expenditures, of this Ap-
pendix.

36. Preagreement costs. Costs incurred
prior to the effective date of the sponsored
agreement, whether or not they would have
been allowable thereunder if incurred after
such date, are unallowable unless approved
by the sponsoring agency.

37. Professional service costs.

a. Costs of professional and consultant
services rendered by persons who are mem-
bers of a particular profession or possess a
special skill, and who are not officers or em-
ployees of the institution, are allowable, sub-
ject to subparagraphs J.37.b and ¢ of this Ap-
pendix when reasonable in relation to the
services rendered and when not contingent
upon recovery of the costs from the Federal
Government. In addition, legal and related
services are limited under section J.13 of this
Appendix.

b. In determining the allowability of costs
in a particular case, no single factor or any
special combination of factors is necessarily
determinative. However, the following fac-
tors are relevant:

(1) The nature and scope of the service ren-
dered in relation to the service required.
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(2) The necessity of contracting for the
service, considering the institution’s capa-
bility in the particular area.

(3) The past pattern of such costs, particu-
larly in the years prior to sponsored agree-
ments.

(4) The impact on the institution’s busi-
ness (i.e., what new problems have arisen).

(5) Whether the proportion of Federal work
to the institution’s total business is such as
to influence the institution in favor of incur-
ring the cost, particularly where the services
rendered are not of a continuing nature and
have little relationship to work under Fed-
eral grants and contracts.

(6) Whether the service can be performed
more economically by direct employment
rather than contracting.

(7) The qualifications of the individual or
concern rendering the service and the cus-
tomary fees charged, especially on non-spon-
sored agreements.

(8) Adequacy of the contractual agreement
for the service (e.g., description of the serv-
ice, estimate of time required, rate of com-
pensation, and termination provisions).

c. In addition to the factors in subpara-
graph J.37.b of this Appendix, retainer fees
to be allowable must be supported by evi-
dence of bona fide services available or ren-
dered.

38. Proposal costs.

Proposal costs are the costs of preparing
bids or proposals on potential federally and
non-federally-funded sponsored agreements
or projects, including the development of
data necessary to support the institution’s
bids or proposals. Proposal costs of the cur-
rent accounting period of both successful and
unsuccessful bids and proposals normally
should be treated as F&A costs and allocated
currently to all activities of the institution,
and no proposal costs of past accounting pe-
riods will be allocable to the current period.
However, the institution’s established prac-
tices may be to treat proposal costs by some
other recognized method. Regardless of the
method used, the results obtained may be ac-
cepted only if found to be reasonable and eq-
uitable.

39. Publication and printing costs.

a. Publication costs include the costs of
printing (including the processes of composi-
tion, plate-making, press work, binding, and
the end products produced by such proc-
esses), distribution, promotion, mailing, and
general handling. Publication costs also in-
clude page charges in professional publica-
tions.

b. If these costs are not identifiable with a
particular cost objective, they should be al-
located as indirect costs to all benefiting ac-
tivities of the institution.

c. Page charges for professional journal
publications are allowable as a necessary
part of research costs where:
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(1) The research papers report work sup-
ported by the Federal Government: and

(2) The charges are levied impartially on
all research papers published by the journal,
whether or not by federally-sponsored au-
thors.

40. Rearrangement and alteration costs.

Costs incurred for ordinary or normal rear-
rangement and alteration of facilities are al-
lowable. Special arrangement and alteration
costs incurred specifically for the project are
allowable with the prior approval of the
sponsoring agency.

41. Reconversion costs.

Costs incurred in the restoration or reha-
bilitation of the institution’s facilities to ap-
proximately the same condition existing im-
mediately prior to commencement of a spon-
sored agreement, fair wear and tear ex-
cepted, are allowable.

42. Recruiting costs.

a. Subject to subsections J.42.b, ¢, and d of
this Appendix, and provided that the size of
the staff recruited and maintained is in
keeping with workload requirements, costs
of ‘“help wanted” advertising, operating
costs of an employment office necessary to
secure and maintain an adequate staff, costs
of operating an aptitude and educational
testing program, travel costs of employees
while engaged in recruiting personnel, travel
costs of applicants for interviews for pro-
spective employment, and relocation costs
incurred incident to recruitment of new em-
ployees, are allowable to the extent that
such costs are incurred pursuant to a well-
managed recruitment program. Where the
institution uses employment agencies, costs
not in excess of standard commercial rates
for such services are allowable.

b. In publications, costs of help wanted ad-
vertising that includes color, includes adver-
tising material for other than recruitment
purposes, or is excessive in size (taking into
consideration recruitment purposes for
which intended and normal institutional
practices in this respect), are unallowable.

c. Costs of help wanted advertising, special
emoluments, fringe benefits, and salary al-
lowances incurred to attract professional
personnel from other institutions that do
not meet the test of reasonableness or do not
conform with the established practices of the
institution, are unallowable.

d. Where relocation costs incurred incident
to recruitment of a new employee have been
allowed either as an allocable direct or F&A
cost, and the newly hired employee resigns
for reasons within his control within 12
months after hire, the institution will be re-
quired to refund or credit such relocation
costs to the Federal Government.

43. Rental costs of buildings and equip-
ment.

a. Subject to the limitations described in
subsections b. through d. of this section,
rental costs are allowable to the extent that
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the rates are reasonable in light of such fac-
tors as: rental costs of comparable property,
if any; market conditions in the area; alter-
natives available; and, the type, life expect-
ancy, condition, and value of the property
leased. Rental arrangements should be re-
viewed periodically to determine if cir-
cumstances have changed and other options
are available.

b. Rental costs under ‘“‘sale and lease back”
arrangements are allowable only up to the
amount that would be allowed had the insti-
tution continued to own the property. This
amount would include expenses such as de-
preciation or use allowance, maintenance,
taxes, and insurance.

c. Rental costs under ‘‘less-than-arms-
length’ leases are allowable only up to the
amount (as explained in subsection J.43.b of
this Appendix) that would be allowed had
title to the property vested in the institu-
tion. For this purpose, a less-than-arms-
length lease is one under which one party to
the lease agreement is able to control or sub-
stantially influence the actions of the other.
Such leases include, but are not limited to
those between—

(1) Divisions of an institution;

(2) Non-Federal entities under common
control through common officers, directors,
or members; and

(3) An institution and a director, trustee,
officer, or key employee of the institution or
his immediate family, either directly or
through corporations, trusts, or similar ar-
rangements in which they hold a controlling
interest. For example, an institution may es-
tablish a separate corporation for the sole
purpose of owning property and leasing it
back to the institution.

d. Rental costs under leases which are re-
quired to be treated as capital leases under
GAAP are allowable only up to the amount
(as explained in subsection J.43.b of this Ap-
pendix) that would be allowed had the insti-
tution purchased the property on the date
the lease agreement was executed. The provi-
sions of Financial Accounting Standards
Board Statement 13, Accounting for Leases,
shall be used to determine whether a lease is
a capital lease. Interest costs related to cap-
ital leases are allowable to the extent they
meet the criteria in section J.26 of this Ap-
pendix. Unallowable costs include amounts
paid for profit, management fees, and taxes
that would not have been incurred had the
institution purchased the facility.

44. Royalties and other costs for use of pat-
ents.

a. Royalties on a patent or copyright or
amortization of the cost of acquiring by pur-
chase a copyright, patent, or rights thereto,
necessary for the proper performance of the
award are allowable unless:

(1) The Federal Government has a license
or the right to free use of the patent or copy-
right.
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(2) The patent or copyright has been adju-
dicated to be invalid, or has been administra-
tively determined to be invalid.

(3) The patent or copyright is considered to
be unenforceable.

(4) The patent or copyright is expired.

b. Special care should be exercised in de-
termining reasonableness where the royal-
ties may have been arrived at as a result of
less-than-arm’s-length bargaining, e.g.:

(1) Royalties paid to persons, including
corporations, affiliated with the institution.

(2) Royalties paid to unaffiliated parties,
including corporations, under an agreement
entered into in contemplation that a spon-
sored agreement award would be made.

(3) Royalties paid under an agreement en-
tered into after an award is made to an insti-
tution.

c. In any case involving a patent or copy-
right formerly owned by the institution, the
amount of royalty allowed should not exceed
the cost which would have been allowed had
the institution retained title thereto.

45. Scholarships and student aid costs.

a. Costs of scholarships, fellowships, and
other programs of student aid are allowable
only when the purpose of the sponsored
agreement is to provide training to selected
participants and the charge is approved by
the sponsoring agency. However, tuition re-
mission and other forms of compensation
paid as, or in lieu of, wages to students per-
forming necessary work are allowable pro-
vided that—

(1) The individual is conducting activities
necessary to the sponsored agreement;

(2) Tuition remission and other support are
provided in accordance with established edu-
cational institutional policy and consist-
ently provided in a like manner to students
in return for similar activities conducted in
nonsponsored as well as sponsored activities;
and

(3) During the academic period, the student
is enrolled in an advanced degree program at
the institution or affiliated institution and
the activities of the student in relation to
the Federally-sponsored research project are
related to the degree program;

(4) The tuition or other payments are rea-
sonable compensation for the work per-
formed and are conditioned explicitly upon
the performance of necessary work; and

(5) It is the institution’s practice to simi-
larly compensate students in nonsponsored
as well as sponsored activities.

b. Charges for tuition remission and other
forms of compensation paid to students as,
or in lieu of, salaries and wages shall be sub-
ject to the reporting requirements stipulated
in Section J.10 of this Appendix, and shall be
treated as direct or F&A cost in accordance
with the actual work being performed. Tui-
tion remission may be charged on an average
rate basis.

46. Selling and marketing.
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Costs of selling and marketing any prod-
ucts or services of the institution are unal-
lowable (unless allowed under subsection J.1
of this Appendix as allowable public rela-
tions costs or under subsection J.38 of this
Appendix as allowable proposal costs).

47. Specialized service facilities.

a. The costs of services provided by highly
complex or specialized facilities operated by
the institution, such as computers, wind tun-
nels, and reactors are allowable, provided the
charges for the services meet the conditions
of either subsection J.47.b. or 47.c. of this Ap-
pendix and, in addition, take into account
any items of income or Federal financing
that qualify as applicable credits under sub-
section C.5. of this Appendix.

b. The costs of such services, when mate-
rial, must be charged directly to applicable
awards based on actual usage of the services
on the basis of a schedule of rates or estab-
lished methodology that:

(1) Does not discriminate against federally-
supported activities of the institution, in-
cluding usage by the institution for internal
purposes, and

(2) Is designed to recover only the aggre-
gate costs of the services. The costs of each
service shall consist normally of both its di-
rect costs and its allocable share of all F&A
costs. Rates shall be adjusted at least bienni-
ally, and shall take into consideration over/
under applied costs of the previous period(s).

c. Where the costs incurred for a service
are not material, they may be allocated as
F&A costs.

d. Under some  extraordinary  cir-
cumstances, where it is in the best interest
of the Federal Government and the institu-
tion to establish alternative costing arrange-
ments, such arrangements may be worked
out with the cognizant Federal agency.

48. Student activity costs.

Costs incurred for intramural activities,
student publications, student clubs, and
other student activities, are unallowable, un-
less specifically provided for in the spon-
sored agreements.

49. Taxes.

a. In general, taxes which the institution is
required to pay and which are paid or ac-
crued in accordance with generally accepted
accounting principles are allowable. Pay-
ments made to local governments in lieu of
taxes which are commensurate with the
local government services received are al-
lowable, except for—

(1) Taxes from which exemptions are avail-
able to the institution directly or which are
available to the institution based on an ex-
emption afforded the Federal Government,
and in the latter case when the sponsoring
agency makes available the necessary ex-
emption certificates; and

(2) Special assessments on land which rep-
resent capital improvements.
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b. Any refund of taxes, interest, or pen-
alties, and any payment to the institution of
interest thereon, attributable to taxes, inter-
est, or penalties which were allowed as spon-
sored agreement costs, will be credited or
paid to the Federal Government in the man-
ner directed by the Federal Government.
However, any interest actually paid or cred-
ited to an institution incident to a refund of
tax, interest, and penalty will be paid or
credited to the Federal Government only to
the extent that such interest accrued over
the period during which the institution has
been reimbursed by the Federal Government
for the taxes, interest, and penalties.

50. Termination costs applicable to spon-
sored agreements.

Termination of awards generally gives rise
to the incurrence of costs, or the need for
special treatment of costs, which would not
have arisen had the sponsored agreement not
been terminated. Cost principles covering
these items are set forth below. They are to
be used in conjunction with the other provi-
sions of this Appendix in termination situa-
tions.

a. The cost of items reasonably usable on
the institution’s other work shall not be al-
lowable unless the institution submits evi-
dence that it would not retain such items at
cost without sustaining a loss. In deciding
whether such items are reasonably usable on
other work of the institution, the awarding
agency should consider the institution’s
plans and orders for current and scheduled
activity. Contemporaneous purchases of
common items by the institution shall be re-
garded as evidence that such items are rea-
sonably usable on the institution’s other
work. Any acceptance of common items as
allocable to the terminated portion of the
sponsored agreement shall be limited to the
extent that the quantities of such items on
hand, in transit, and on order are in excess of
the reasonable quantitative requirements of
other work.

b. If in a particular case, despite all rea-
sonable efforts by the institution, certain
costs cannot be discontinued immediately
after the effective date of termination, such
costs are generally allowable within the lim-
itations set forth in this Appendix, except
that any such costs continuing after termi-
nation due to the negligent or willful failure
of the institution to discontinue such costs
shall be unallowable.

c. Loss of useful value of special tooling,
machinery, and equipment is generally al-
lowable if:

(1) Such special tooling, special machinery,
or equipment is not reasonably capable of
use in the other work of the institution,

(2) The interest of the Federal Government
is protected by transfer of title or by other
means deemed appropriate by the awarding
agency, and
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(3) The loss of useful value for any one ter-
minated sponsored agreement is limited to
that portion of the acquisition cost which
bears the same ratio to the total acquisition
cost as the terminated portion of the spon-
sored agreement bears to the entire termi-
nated sponsored agreement award and other
sponsored agreements for which the special
tooling, machinery, or equipment was ac-
quired.

d. Rental costs under unexpired leases are
generally allowable where clearly shown to
have been reasonably necessary for the per-
formance of the terminated sponsored agree-
ment less the residual value of such leases,
if:

(1) The amount of such rental claimed does
not exceed the reasonable use value of the
property leased for the period of the spon-
sored agreement and such further period as
may be reasonable, and

(2) The institution makes all reasonable ef-
forts to terminate, assign, settle, or other-
wise reduce the cost of such lease. There also
may be included the cost of alterations of
such leased property, provided such alter-
ations were necessary for the performance of
the sponsored agreement, and of reasonable
restoration required by the provisions of the
lease.

e. Settlement expenses including the fol-
lowing are generally allowable:

(1) Accounting, legal, clerical, and similar
costs reasonably necessary for:

(a) The preparation and presentation to
the awarding agency of settlement claims
and supporting data with respect to the ter-
minated portion of the sponsored agreement,
unless the termination is for default (see
§215.61 of 2 CFR Part 215); and

(b) The termination and settlement of sub-
awards.

(2) Reasonable costs for the storage, trans-
portation, protection, and disposition of
property provided by the Federal Govern-
ment or acquired or produced for the spon-
sored agreement, except when institutions
are reimbursed for disposals at a predeter-
mined amount in accordance with §215.32
through §215.37 of 2 CFR Part 215.

(3) F&A costs related to salaries and wages
incurred as settlement expenses in sub-
sections J.50.b.(1) and (2) of this Appendix.
Normally, such F&A costs shall be limited to
fringe benefits, occupancy cost, and imme-
diate supervision.

f. Claims under subawards, including the
allocable portion of claims which are com-
mon to the sponsored agreement and to
other work of the institution, are generally
allowable.

g. An appropriate share of the institution’s
F&A costs may be allocated to the amount
of settlements with subcontractors and/or
subgrantees, provided that the amount allo-
cated is otherwise consistent with the basic
guidelines contained in section E, F&A costs.
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The F&A costs so allocated shall exclude the
same and similar costs claimed directly or
indirectly as settlement expenses.

51. Training costs.

The cost of training provided for employee
development is allowable.

52. Transportation costs.

Costs incurred for freight, express, cartage,
postage, and other transportation services
relating either to goods purchased, in proc-
ess, or delivered, are allowable. When such
costs can readily be identified with the items
involved, they may be charged directly as
transportation costs or added to the cost of
such items. Where identification with the
materials received cannot readily be made,
inbound transportation cost may be charged
to the appropriate F&A cost accounts if the
institution follows a consistent, equitable
procedure in this respect. Outbound freight,
if reimbursable under the terms of the spon-
sored agreement, should be treated as a di-
rect cost.

53. Travel costs.

a. General.

Travel costs are the expenses for transpor-
tation, lodging, subsistence, and related
items incurred by employees who are in trav-
el status on official business of the institu-
tion. Such costs may be charged on an actual
cost basis, on a per diem or mileage basis in
lieu of actual costs incurred, or on a com-
bination of the two, provided the method
used is applied to an entire trip and not to
selected days of the trip, and results in
charges consistent with those normally al-
lowed in like circumstances in the institu-
tion’s non-federally-sponsored activities.

b. Lodging and subsistence.

Costs incurred by employees and officers
for travel, including costs of lodging, other
subsistence, and incidental expenses, shall be
considered reasonable and allowable only to
the extent such costs do not exceed charges
normally allowed by the institution in its
regular operations as the result of the insti-
tution’s written travel policy. In the absence
of an acceptable, written institution policy
regarding travel costs, the rates and
amounts established under subchapter I of
Chapter 57, Title 5, United States Code
(“Travel and Subsistence Expenses; Mileage
Allowances’’), or by the Administrator of
General Services, or by the President (or his
or her designee) pursuant to any provisions
of such subchapter shall apply to travel
under sponsored agreements (48 CFR 31.205—
46(a)).

c. Commercial air travel.

(1) Airfare costs in excess of the customary
standard commercial airfare (coach or equiv-
alent), Federal Government contract airfare
(where authorized and available), or the low-
est commercial discount airfare are unallow-
able except when such accommodations
would:

(a) Require circuitous routing;
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(b) Require travel during unreasonable
hours;

(c) Excessively prolong travel;

(d) Result in additional costs that would
offset the transportation savings; or

(e) Offer accommodations not reasonably
adequate for the traveler’s medical needs.
The institution must justify and document
these conditions on a case-by-case basis in
order for the use of first-class airfare to be
allowable in such cases.

(2) Unless a pattern of avoidance is de-
tected, the Federal Government will gen-
erally not question an institution’s deter-
minations that customary standard airfare
or other discount airfare is unavailable for
specific trips if the institution can dem-
onstrate either of the following:

(a) That such airfare was not available in
the specific case; or

(b) That it is the institution’s overall prac-
tice to make routine use of such airfare.

d. Air travel by other than commercial
carrier.

Costs of travel by institution-owned,
-leased, or -chartered aircraft include the
cost of lease, charter, operation (including
personnel costs), maintenance, depreciation,
insurance, and other related costs. The por-
tion of such costs that exceeds the cost of al-
lowable commercial air travel, as provided
for in subsection J.53.c. of this Appendix, is
unallowable.

54. Trustees.

Travel and subsistence costs of trustees (or
directors) are allowable. The costs are sub-
ject to restrictions regarding lodging, sub-
sistence and air travel costs provided in Sec-
tion J.53 of this Appendix.

K. CERTIFICATION OF CHARGES

1. To assure that expenditures for spon-
sored agreements are proper and in accord-
ance with the agreement documents and ap-
proved project budgets, the annual and/or
final fiscal reports or vouchers requesting
payment under the agreements will include a
certification, signed by an authorized official
of the university, which reads essentially as
follows: “‘I certify that all expenditures re-
ported (or payment requested) are for appro-
priate purposes and in accordance with the
provisions of the application and award doc-
uments.”

2. Certification of F&A costs.

a. Policy.

(1) No proposal to establish F&A cost rates
shall be acceptable unless such costs have
been certified by the educational institution
using the Certificate of F&A Costs set forth
in subsection K.2.b of this Appendix. The cer-
tificate must be signed on behalf of the insti-
tution by an individual at a level no lower
than vice president or chief financial officer
of the institution that submits the proposal.

(2) No F&A cost rate shall be binding upon
the Federal Government if the most recent

105



Pt. 220, App. A

required proposal from the institution has
not been certified. Where it is necessary to
establish F&A cost rates, and the institution
has not submitted a certified proposal for es-
tablishing such rates in accordance with the
requirements of this section, the Federal
Government shall unilaterally establish such
rates. Such rates may be based upon audited
historical data or such other data that have
been furnished to the cognizant Federal
agency and for which it can be demonstrated
that all unallowable costs have been ex-
cluded. When F&A cost rates are unilaterally
established by the Federal Government be-
cause of failure of the institution to submit
a certified proposal for establishing such
rates in accordance with this section, the
rates established will be set at a level low
enough to ensure that potentially unallow-
able costs will not be reimbursed.

b. Certificate. The certificate required by
this section shall be in the following form:

Certificate of F&A Costs

This is to certify that to the best of my
knowledge and belief:

(1) I have reviewed the F&A cost proposal
submitted herewith;

(2) All costs included in this proposal [iden-
tify date] to establish billing or final F&A
costs rate for [identify period covered by
rate] are allowable in accordance with the
requirements of the Federal agreement(s) to
which they apply and with the cost prin-
ciples applicable to those agreements.

(3) This proposal does not include any costs
which are unallowable under applicable cost
principles such as (without limitation): ad-
vertising and public relations costs, con-
tributions and donations, entertainment
costs, fines and penalties, lobbying costs,
and defense of fraud proceedings; and

(4) All costs included in this proposal are
properly allocable to Federal agreements on
the basis of a beneficial or causal relation-
ship between the expenses incurred and the
agreements to which they are allocated in
accordance with applicable requirements.

For educational institutions that are re-
quired to file a DS-2 in accordance with Sec-
tion C.14 of this Appendix, the following
statement shall be added to the ‘‘Certificate
of F&A Costs’’:

(5) The rate proposal is prepared using the
same cost accounting practices that are dis-
closed in the DS-2, including its amendments
and revisions, filed with and approved by the
cognizant agency.

I declare under penalty of perjury that the
foregoing is true and correct.
Institution:

Signature:

Name of Official:
Title:

Date of Execution:
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EXHIBIT A—LIST OF COLLEGES AND UNIVER-
SITIES SUBJECT TO SECTION J.12.H OF THIS
APPENDIX

1. Johns Hopkins University

2. Stanford University

3. Massachusetts Institute of Technology
4. University of Washington

5. University of California—ILos Angeles
6. University of Michigan

7. University of California—San Diego

8. University of California—San Francisco
9. University of Wisconsin—Madison

10. Columbia University

11. Yale University

12. Harvard University

13. Cornell University

14. University of Pennsylvania

15. University of California—Berkeley
16. University of Minnesota

17. Pennsylvania State University

18. University of Southern California

19. Duke University

20. Washington University

21. University of Colorado

22. University of Illinois—Urbana

23. University of Rochester

24. University of North Carolina—Chapel Hill
25. University of Pittsburgh

26. University of Chicago

27. University of Texas—Austin

28. University of Arizona

29. New York University

30. University of Iowa

31. Ohio State University

32. University of Alabama—Birmingham
33. Case Western Reserve

34. Baylor College of Medicine

35. California Institute of Technology
36. Yeshiva University

37. University of Massachusetts

38. Vanderbilt University

39. Purdue University

40. University of Utah

41. Georgia Institute of Technology

42. University of Maryland—College Park
43. University of Miami

44. University of California—Davis

45. Boston University

46. University of Florida

47. Carnegie-Mellon University

48. Northwestern University

49. Indiana University

50. Michigan State University

51. University of Virginia

52. University of Texas—SW Medical Center
53. University of California—Irvine

54. Princeton University

55. Tulane University of Louisiana

56. Emory University

57. University of Georgia

58. Texas A&M University—all campuses
59. New Mexico State University

60. North Carolina State University—Raleigh
61. University of Illinois—Chicago

62. Utah State University

63. Virginia Commonwealth University
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64. Oregon State University

65. SUNY-Stony Brook

66. University of Cincinnati

67. CUNY-Mount Sinai School of Medicine

68. University of Connecticut

69. Louisiana State University

70. Tufts University

71. University of California—Santa Barbara

T72. University of Hawaii—Manoa

73. Rutgers State University of New Jersey

T4. Colorado State University

75. Rockefeller University

76. University of Maryland—Baltimore

T7. Virginia Polytechnic Institute & State
University

78. SUNY—Buffalo

79. Brown University

80. University of Medicine & Dentistry of
New Jersey

81. University of Texas—Health Science Cen-
ter San Antonio

82. University of Vermont

83. University of Texas—Health Science Cen-
ter Houston

84. Florida State University

85. University of Texas—MD Anderson Can-
cer Center

86. University of Kentucky

87. Wake Forest University

88. Wayne State University

89. Iowa State University of Science & Tech-
nology

90. University of New Mexico

91. Georgetown University

92. Dartmouth College

93. University of Kansas

94. Oregon Health Sciences University

95. University of Texas—Medical Branch-Gal-
veston

96. University of Missouri—Columbia

97. Temple University

98. George Washington University

99. University of Dayton

EXHIBIT B—LISTING OF INSTITUTIONS THAT
ARE ELIGIBLE FOR THE UTILITY COST AD-
JUSTMENT

1. Baylor University

2. Boston College

3. Boston University

4. California Institute of Technology

5. Carnegie-Mellon University

6. Case Western University

7. Columbia University

8. Cornell University (Endowed)

9. Cornell University (Statutory)

10. Cornell University (Medical)

11. Dayton University

12. Emory University

13. George Washington University (Medical)

14. Georgetown University

15. Harvard Medical School

16. Harvard University (Main Campus)

17. Harvard University (School of Public
Health)

18. Johns Hopkins University

19. Massachusetts Institute of Technology
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20. Medical University of South Carolina

21. Mount Sinai School of Medicine

22. New York University (except New York
University Medical Center)

23. New York University Medical Center

24. North Carolina State University

25. Northeastern University

26. Northwestern University

27. Oregon Health Sciences University

28. Oregon State University

29. Rice University

30. Rockefeller University

31. Stanford University

32. Tufts University

33. Tulane University

34. Vanderbilt University

35. Virginia Commonwealth University

36. Virginia Polytechnic Institute and State
University

37. University of Arizona

38. University of CA, Berkeley

39. University of CA, Irvine

40. University of CA, Los Angeles

41. University of CA, San Diego

42. University of CA, San Francisco

43. University of Chicago

44. University of Cincinnati

45. University of Colorado, Health Sciences
Center

46. University of
Sciences Center

47. University of Health Science and The Chi-
cago Medical School

48. University of Illinois, Urbana

49. TUniversity of Massachusetts,
Center

50. University of Medicine & Dentistry of
New Jersey

51. University of Michigan

52. University of Pennsylvania

53. University of Pittsburgh

54. University of Rochester

55. University of Southern California

56. University of Tennessee, Knoxville

57. University of Texas, Galveston

58. University of Texas, Austin

60. University of Texas Southwestern Med-
ical Center

61. University of Virginia

62. University of Vermont & State Agri-
culture College

63. University of Washington

64. Washington University

65. Yale University

66. Yeshiva University

Connecticut, Health

Medical

EXHIBIT C—EXAMPLES OF ‘‘MAJOR PROJECT”’
WHERE DIRECT CHARGING OF ADMINISTRA-
TIVE OR CLERICAL STAFF SALARIES MAY BE
APPROPRIATE

1. As used in paragraph F.6.b.(2) of this Ap-
pendix, below are examples of ‘‘major
projects’’:

a. Large, complex programs such as Gen-
eral Clinical Research Centers, Primate Cen-
ters, Program Projects, environmental re-
search centers, engineering research centers,

107



Pt. 220, App. A

and other grants and contracts that entail
assembling and managing teams of inves-
tigators from a number of institutions.

b. Projects which involve extensive data
accumulation, analysis and entry, surveying,
tabulation, cataloging, searching literature,
and reporting (such as epidemiological stud-
ies, clinical trials, and retrospective clinical
records studies).

c. Projects that require making travel and
meeting arrangements for large numbers of
participants, such as conferences and semi-
nars.

d. Projects whose principal focus is the
preparation and production of manuals and
large reports, books and monographs (ex-
cluding routine progress and technical re-
ports).

e. Projects that are geographically inac-
cessible to normal departmental administra-
tive services, such as research vessels, radio
astronomy projects, and other research fields
sites that are remote from campus.

f. Individual projects requiring project-spe-
cific database management; individualized
graphics or manuscript preparation; human
or animal protocols; and multiple project-re-
lated investigator coordination and commu-
nications.

2. These examples are not exhaustive nor
are they intended to imply that direct charg-
ing of administrative or clerical salaries
would always be appropriate for the situa-
tions illustrated in the examples. For in-
stance, the examples would be appropriate
when the costs of such activities are in-
curred in unlike circumstances, i.e., the ac-
tual activities charged direct are not the
same as the actual activities normally in-
cluded in the institution’s facilities and ad-
ministrative (F&A) cost pools or, if the
same, the indirect activity costs are imma-
terial in amount. It would be inappropriate
to charge the cost of such activities directly
to specific sponsored agreements if, in simi-
lar circumstances, the costs of performing
the same type of activity for other sponsored
agreements were included as allocable costs
in the institution’s F&A cost pools. Applica-
tion of negotiated predetermined F&A cost
rates may also be inappropriate if such ac-
tivity costs charged directly were not pro-
vided for in the allocation base that was used
to determine the predetermined F&A cost
rates.

ATTACHMENT A TO APPENDIX A—CASB’S COST
ACCOUNTING STANDARDS (CAS)

A. CAS 9905.501—Consistency in esti-
mating, accumulating and reporting costs by
educational institutions.

1. Purpose

The purpose of this standard is to ensure
that each educational institution’s practices
used in estimating costs for a proposal are

2 CFR Ch. Il (1-1-07 Edition)

consistent with cost accounting practices
used by the educational institution in accu-
mulating and reporting costs. Consistency in
the application of cost accounting practices
is necessary to enhance the likelihood that
comparable transactions are treated alike.
With respect to individual sponsored agree-
ments, the consistent application of cost ac-
counting practices will facilitate the prepa-
ration of reliable cost estimates used in pric-
ing a proposal and their comparison with the
costs of performance of the resulting spon-
sored agreement. Such comparisons provide
one important basis for financial control
over costs during sponsored agreement per-
formance and aid in establishing account-
ability for costs in the manner agreed to by
both parties at the time of agreement. The
comparisons also provide an improved basis
for evaluating estimating capabilities.

2. Definitions

(a) The following are definitions of terms
which are prominent in this standard.

(1) Accumulating costs means the col-
lecting of cost data in an organized manner,
such as through a system of accounts.

(2) Actual cost means an amount deter-
mined on the basis of cost incurred (as dis-
tinguished from forecasted cost), including
standard cost properly adjusted for applica-
ble variance.

(3) Estimating costs means the process of
forecasting a future result in terms of cost,
based upon information available at the
time.

(4) Indirect cost pool means a grouping of
incurred costs identified with two or more
objectives but not identified specifically
with any final cost objective.

(5) Pricing means the process of estab-
lishing the amount or amounts to be paid in
return for goods or services.

(6) Proposal means any offer or other sub-
mission used as a basis for pricing a spon-
sored agreement, sponsored agreement modi-
fication or termination settlement or for se-
curing payments thereunder.

(7) Reporting costs means the providing of
cost information to others.

3. Fundamental Requirement

(a) An educational institution’s practices
used in estimating costs in pricing a pro-
posal shall be consistent with the edu-
cational institution’s cost accounting prac-
tices used in accumulating and reporting
costs.

(b) An educational institution’s cost ac-
counting practices used in accumulating and
reporting actual costs for a sponsored agree-
ment shall be consistent with the edu-
cational institution’s practices used in esti-
mating costs in the related proposal or appli-
cation.
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(c) The grouping of homogeneous costs in
estimates prepared for proposal purposes
shall not per se be deemed an inconsistent
application of cost accounting practices of
this paragraph when such costs are accumu-
lated and reported in greater detail on an ac-
tual costs basis during performance of the
sponsored agreement.

4. Techniques for application

(a) The standard allows grouping of homo-
geneous costs in order to cover those cases
where it is not practicable to estimate spon-
sored agreement costs by individual cost ele-
ment. However, costs estimated for proposal
purposes shall be presented in such a manner
and in such detail that any significant cost
can be compared with the actual cost accu-
mulated and reported therefor. In any event,
the cost accounting practices used in esti-
mating costs in pricing a proposal and in ac-
cumulating and reporting costs on the re-
sulting sponsored agreement shall be con-
sistent with respect to:

(1) The classification of elements of cost as
direct or indirect;

(2) The indirect cost pools to which each
element of cost is charged or proposed to be
charged; and

(3) The methods of allocating indirect
costs to the sponsored agreement.

(b) Adherence to the requirement of this
standard shall be determined as of the date
of award of the sponsored agreement, unless
the sponsored agreement has submitted cost
or pricing data pursuant to 10 U.S.C. 2306(a)
or 41 U.S.C. 2564(d) (Pub. L. 87-653), in which
case adherence to the requirement of this
standard shall be determined as of the date
of final agreement on price, as shown on the
signed certificate of current cost or pricing
data. Notwithstanding 9905.501-40(b), changes
in established cost accounting practices dur-
ing sponsored agreement performance may
be made in accordance with Part 9903 (48
CFR part 9903).

(c) The standard does not prescribe the
amount of detail required in accumulating
and reporting costs. The basic requirement
which must be met, however, is that for any
significant amount of estimated cost, the
sponsored agreement must be able to accu-
mulate and report actual cost at a level
which permits sufficient and meaningful
comparison with its estimates. The amount
of detail required may vary considerably de-
pending on how the proposed costs were esti-
mated, the data presented in justification or
lack thereof, and the significance of each sit-
uation. Accordingly, it is neither appropriate
nor practical to prescribe a single set of ac-
counting practices which would be con-
sistent in all situations with the practices of
estimating costs. Therefore, the amount of
accounting and statistical detail to be re-
quired and maintained in accounting for es-
timated costs has been and continues to be a

Pt. 220, App. A

matter to be decided by Government pro-
curement authorities on the basis of the in-
dividual facts and circumstances.

B. CAS 9905.502—CONSISTENCY IN ALLOCATING
COSTS INCURRED FOR THE SAME PURPOSE BY
EDUCATIONAL INSTITUTIONS

1. Purpose

The purpose of this standard is to require
that each type of cost is allocated only once
and on only one basis to any sponsored
agreement or other cost objective. The cri-
teria for determining the allocation of costs
to a sponsored agreement or other cost ob-
jective should be the same for all similar ob-
jectives. Adherence to these cost accounting
concepts is necessary to guard against the
overcharging of some cost objectives and to
prevent double counting. Double counting
occurs most commonly when cost items are
allocated directly to a cost objective without
eliminating like cost items from indirect
cost pools which are allocated to that cost
objective.

2. Definitions

(a) The following are definitions of terms
which are prominent in this standard.

(1) Allocate means to assign an item of
cost, or a group of items of cost, to one or
more cost objectives. This term includes
both direct assignment of cost and the reas-
signment of a share from an indirect cost
pool.

(2) Cost objective means a function, orga-
nizational subdivision, sponsored agreement,
or other work unit for which cost data are
desired and for which provision is made to
accumulate and measure the cost of proc-
esses, products, jobs, capitalized projects,
ete.

(3) Direct cost means any cost which is
identified specifically with a particular final
cost objective. Direct costs are not limited
to items which are incorporated in the end
product as material or labor. Costs identified
specifically with a sponsored agreement are
direct costs of that sponsored agreement. All
costs identified specifically with other final
cost objectives of the educational institution
are direct costs of those cost objectives.

(4) Final cost objective means a cost objec-
tive which has allocated to it both direct and
indirect costs, and in the educational insti-
tution’s accumulation system, is one of the
final accumulation points.

(5) Indirect cost means any cost not di-
rectly identified with a single final cost ob-
jective, but identified with two or more final
cost objectives or with at least one inter-
mediate cost objective.

(6) Indirect cost pool means a grouping of
incurred costs identified with two or more
cost objectives but not identified with any
final cost objective.
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(7) Intermediate cost objective means a
cost objective that is used to accumulate in-
direct costs or service center costs that are
subsequently allocated to one or more indi-
rect cost pools and/or final cost objectives.

3. Fundamental Requirement

All costs incurred for the same purpose, in
like circumstances, are either direct costs
only or indirect costs only with respect to
final cost objectives. No final cost objective
shall have allocated to it as an indirect cost
any cost, if other costs incurred for the same
purpose, in like circumstances, have been in-
cluded as a direct cost of that or any other
final cost objective. Further, no final cost
objective shall have allocated to it as a di-
rect cost any cost, if other costs incurred for
the same purpose, in like circumstances,
have been included in any indirect cost pool
to be allocated to that or any other final
cost objective.

4. Techniques for Application

(a) The Fundamental Requirement is stat-
ed in terms of cost incurred and is equally
applicable to estimates of costs to be in-
curred as used in sponsored agreement pro-
posals.

(b) The Disclosure Statement to be sub-
mitted by the educational institution will
require that the educational institution set
forth its cost accounting practices with re-
gard to the distinction between direct and
indirect costs. In addition, for those types of
cost which are sometimes accounted for as
direct and sometimes accounted for as indi-
rect, the educational institution will set
forth in its Disclosure Statement the spe-
cific criteria and circumstances for making
such distinctions. In essence, the Disclosure
Statement submitted by the educational in-
stitution, by distinguishing between direct
and indirect costs, and by describing the cri-
teria and circumstances for allocating those
items which are sometimes direct and some-
times indirect, will be determinative as to
whether or not costs are incurred for the
same purpose. Disclosure Statement as used
herein refers to the statement required to be
submitted by educational institutions in Ap-
pendix A to Part 220, Section C.14.

(c) In the event that an educational insti-
tution has not submitted a Disclosure State-
ment, the determination of whether specific
costs are directly allocable to sponsored
agreements shall be based upon the edu-
cational institution’s cost accounting prac-
tices used at the time of sponsored agree-
ment proposal.

(d) Whenever costs which serve the same
purpose cannot equitably be indirectly allo-
cated to one or more final cost objectives in
accordance with the educational institu-
tion’s disclosed accounting practices, the
educational institution may either (1) use a
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method for reassigning all such costs which
would provide an equitable distribution to
all final cost objectives, or (2) directly assign
all such costs to final cost objectives with
which they are specifically identified. In the
event the educational institution decides to
make a change for either purpose, the Dis-
closure Statement shall be amended to re-
flect the revised accounting practices in-
volved.

(e) Any direct cost of minor dollar amount
may be treated as an indirect cost for rea-
sons of practicality where the accounting
treatment for such cost is consistently ap-
plied to all final cost objectives, provided
that such treatment produces results which
are substantially the same as the results
which would have been obtained if such cost
had been treated as a direct cost.

5. Illustrations

(a) Illustrations of costs which are in-
curred for the same purpose:

(1) An educational institution normally al-
locates all travel as an indirect cost and pre-
viously disclosed this accounting practice to
the Government. For purposes of a new pro-
posal, the educational institution intends to
allocate the travel costs of personnel whose
time is accounted for as direct labor directly
to the sponsored agreement. Since travel
costs of personnel whose time is accounted
for as direct labor working on other spon-
sored agreements are costs which are in-
curred for the same purpose, these costs may
no longer be included within indirect cost
pools for purposes of allocation to any cov-
ered Government sponsored agreement. The
educational institution’s Disclosure State-
ment must be amended for the proposed
changes in accounting practices.

(2) An educational institution normally al-
locates purchasing activity costs indirectly
and allocates this cost to instruction and re-
search on the basis of modified total costs. A
proposal for a new sponsored agreement re-
quires a disproportionate amount of sub-
contract administration to be performed by
the purchasing activity. The educational in-
stitution prefers to continue to allocate pur-
chasing activity costs indirectly. In order to
equitably allocate the total purchasing ac-
tivity costs, the educational institution may
use a method for allocating all such costs
which would provide an equitable distribu-
tion to all applicable indirect cost pools. For
example, the educational institution may
use the number of transactions processed
rather than its former allocation base of
modified total costs. The educational insti-
tution’s Disclosure Statement must be
amended for the proposed changes in ac-
counting practices.

(b) Illustrations of costs which are not in-
curred for the same purpose:

(1) An educational institution normally al-
locates special test equipment costs directly
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to sponsored agreements. The costs of gen-
eral purpose test equipment are normally in-
cluded in the indirect cost pool which is allo-
cated to sponsored agreements. Both of these
accounting practices were previously dis-
closed to the Government. Since both types
of costs involved were not incurred for the
same purpose in accordance with the criteria
set forth in the educational institution’s Dis-
closure Statement, the allocation of general
purpose test equipment costs from the indi-
rect cost pool to the sponsored agreement, in
addition to the directly allocated special
test equipment costs, is not considered a vio-
lation of the standard.

(2) An educational institution proposes to
perform a sponsored agreement which will
require three firemen on 24-hour duty at a
fixed-post to provide protection against dam-
age to highly inflammable materials used on
the sponsored agreement. The educational
institution presently has a firefighting force
of 10 employees for general protection of its
facilities. The educational institution’s costs
for these latter firemen are treated as indi-
rect costs and allocated to all sponsored
agreements; however, it wants to allocate
the three fixed-post firemen directly to the
particular sponsored agreement requiring
them and also allocate a portion of the cost
of the general firefighting force to the same
sponsored agreement. The educational insti-
tution may do so but only on condition that
its disclosed practices indicate that the costs
of the separate classes of firemen serve dif-
ferent purposes and that it is the educational
institution’s practice to allocate the general
firefighting force indirectly and to allocate
fixed-post firemen directly.

6. Interpretation

(a) Consistency in Allocating Costs In-
curred for the Same Purpose by Educational
Institutions, provides, in this standard, that
“x * * no final cost objective shall have allo-
cated to it as a direct cost any cost, if other
costs incurred for the same purpose, in like
circumstances, have been included in any in-
direct cost pool to be allocated to that or
any other final cost objective.”

(b) This interpretation deals with the way
this standard applies to the treatment of
costs incurred in preparing, submitting, and
supporting proposals. In essence, it is ad-
dressed to whether or not, under the stand-
ard, all such costs are incurred for the same
purpose, in like circumstances.

(¢) Under this standard, costs incurred in
preparing, submitting, and supporting pro-
posals pursuant to a specific requirement of
an existing sponsored agreement are consid-
ered to have been incurred in different cir-
cumstances from the circumstances under
which costs are incurred in preparing pro-
posals which do not result from such specific
requirement. The circumstances are dif-
ferent because the costs of preparing pro-
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posals specifically required by the provisions
of an existing sponsored agreement relate
only to that sponsored agreement while
other proposal costs relate to all work of the
educational institution.

(d) This interpretation does not preclude
the allocation, as indirect costs, of costs in-
curred in preparing all proposals. The cost
accounting practices used by the educational
institution, however, must be followed con-
sistently and the method used to reallocate
such costs, of course, must provide an equi-
table distribution to all final cost objectives.

C. CAS 9905.505—ACCOUNTING FOR UNALLOW-
ABLE COSTS—EDUCATIONAL INSTITUTIONS

1. Purpose

(a) The purpose of this standard is to facili-
tate the negotiation, audit, administration
and settlement of sponsored agreements by
establishing guidelines covering (1) identi-
fication of costs specifically described as un-
allowable, at the time such costs first be-
come defined or authoritatively designated
as unallowable, and (2) the cost accounting
treatment to be accorded such identified un-
allowable costs in order to promote the con-
sistent application of sound cost accounting
principles covering all incurred costs. The
standard is predicated on the proposition
that costs incurred in carrying on the activi-
ties of an educational institution—regardless
of the allowability of such costs under Gov-
ernment sponsored agreements—are allo-
cable to the cost objectives with which they
are identified on the basis of their beneficial
or causal relationships.

(b) This standard does not govern the al-
lowability of costs. This is a function of the
appropriate procurement or reviewing au-
thority.

2. Definitions

(a) The following are definitions of terms
which are prominent in this standard.

(1) Directly associated cost means any cost
which is generated solely as a result of the
incurrence of another cost, and which would
not have been incurred had the other cost
not been incurred.

(2) Expressly unallowable cost means a
particular item or type of cost which, under
the express provisions of an applicable law,
regulation, or sponsored agreement, is spe-
cifically named and stated to be unallow-
able.

(3) Indirect cost means any cost not di-
rectly identified with a single final cost ob-
jective, but identified with two or more final
cost objectives or with at least one inter-
mediate cost objective.

(4) Unallowable cost means any cost which,
under the provisions of any pertinent law,
regulation, or sponsored agreement, cannot
be included in prices, cost reimbursements,
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or settlements under a Government spon-
sored agreement to which it is allocable.

3. Fundamental Requirement

(a) Costs expressly unallowable or mutu-
ally agreed to be unallowable, including
costs mutually agreed to be unallowable di-
rectly associated costs, shall be identified
and excluded from any billing, claim, appli-
cation, or proposal applicable to a Govern-
ment sponsored agreement.

(b) Costs which specifically become des-
ignated as unallowable as a result of a writ-
ten decision furnished by a Federal official
pursuant to sponsored agreement disputes
procedures shall be identified if included in
or used in the computation of any billing,
claim, or proposal applicable to a sponsored
agreement. This identification requirement
applies also to any costs incurred for the
same purpose under like circumstances as
the costs specifically identified as unallow-
able under either this paragraph or para-
graph (a) of this subsection.

(c) Costs which, in a Federal official’s writ-
ten decision furnished pursuant to disputes
procedures, are designated as unallowable di-
rectly associated costs of unallowable costs
covered by either paragraph (a) or (b) of this
subsection shall be accorded the identifica-
tion required by paragraph b. of this sub-
section.

(d) The costs of any work project not con-
tractually authorized, whether or not related
to performance of a proposed or existing con-
tract, shall be accounted for, to the extent
appropriate, in a manner which permits
ready separation from the costs of author-
ized work projects.

(e) All unallowable costs covered by para-
graphs (a) through (d) of this subsection
shall be subject to the same cost accounting
principles governing cost allocability as al-
lowable costs. In circumstances where these
unallowable costs normally would be part of
a regular indirect-cost allocation base or
bases, they shall remain in such base or
bases. Where a directly associated cost is
part of a category of costs normally included
in an indirect-cost pool that will be allo-
cated over a base containing the unallowable
cost with which it is associated, such a di-
rectly associated cost shall be retained in
the indirect-cost pool and be allocated
through the regular allocation process.

(f) Where the total of the allocable and
otherwise allowable costs exceeds a limita-
tion-of-cost or ceiling-price provision in a
sponsored agreement, full direct and indirect
cost allocation shall be made to the cost ob-
jective, in accordance with established cost
accounting practices and Standards which
regularly govern a given entity’s allocations
to Government sponsored agreement cost ob-
jectives. In any determination of unallow-
able cost overrun, the amount thereof shall
be identified in terms of the excess of allow-
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able costs over the ceiling amount, rather
than through specific identification of par-
ticular cost items or cost elements.

4. Techniques for Application

(a) The detail and depth of records required
as backup support for proposals, billings, or
claims shall be that which is adequate to es-
tablish and maintain visibility of identified
unallowable costs (including directly associ-
ated costs), their accounting status in terms
of their allocability to sponsored agreement
cost objectives, and the cost accounting
treatment which has been accorded such
costs. Adherence to this cost accounting
principle does not require that allocation of
unallowable costs to final cost objectives be
made in the detailed cost accounting
records. It does require that unallowable
costs be given appropriate consideration in
any cost accounting determinations gov-
erning the content of allocation bases used
for distributing indirect costs to cost objec-
tives. Unallowable costs involved in the de-
termination of rates used for standard costs,
or for indirect-cost bidding or billing, need
be identified only at the time rates are pro-
posed, established, revised or adjusted.

(b) The visibility requirement of paragraph
(a) of this subsection, may be satisfied by
any form of cost identification which is ade-
quate for purposes of sponsored agreement
cost determination and verification. The
standard does not require such cost identi-
fication for purposes which are not relevant
to the determination of Government spon-
sored agreement cost. Thus, to provide visi-
bility for incurred costs, acceptable alter-
native practices would include the segrega-
tion of unallowable costs in separate ac-
counts maintained for this purpose in the
regular books of account, the development
and maintenance of separate accounting
records or workpapers, or the use of any less
formal cost accounting techniques which es-
tablishes and maintains adequate cost iden-
tification to permit audit verification of the
accounting recognition given unallowable
costs. Educational institutions may satisfy
the visibility requirements for estimated
costs either by designation and description
(in backup data, workpapers, etc.) of the
amounts and types of any unallowable costs
which have specifically been identified and
recognized in making the estimates, or by
description of any other estimating tech-
nique employed to provide appropriate rec-
ognition of any unallowable costs pertinent
to the estimates.

(c) Specific identification of unallowable
costs is not required in circumstances where,
based upon considerations of materiality,
the Government and the educational institu-
tion reach agreement on an alternate meth-
od that satisfies the purpose of the standard.
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5. Il1lustrations

(a) An auditor recommends disallowance of
certain direct labor and direct material
costs, for which a billing has been submitted
under a sponsored agreement, on the basis
that these particular costs were not required
for performance and were not authorized by
the sponsored agreement. The Federal officer
issues a written decision which supports the
auditor’s position that the questioned costs
are unallowable. Following receipt of the
Federal officer’s decision, the educational in-
stitution must clearly identify the dis-
allowed direct labor and direct material
costs in the educational institution’s ac-
counting records and reports covering any
subsequent submission which includes such
costs. Also, if the educational institution’s
base for allocation of any indirect cost pool
relevant to the subject sponsored agreement
consists of direct labor, direct material,
total prime cost, total cost input, etc., the
educational institution must include the dis-
allowed direct labor and material costs in its
allocation base for such pool. Had the Fed-
eral officer’s decision been against the audi-
tor, the educational institution would not, of
course, have been required to account sepa-
rately for the costs questioned by the audi-
tor.

(b) An educational institution incurs, and
separately identifies, as a part of a service
center or expense pool, certain costs which
are expressly unallowable under the existing
and currently effective regulations. If the
costs of the service center or indirect ex-
pense pool are regularly a part of the edu-
cational institution’s base for allocation of
general administration and general expenses
(GA&GE) or other indirect expenses, the edu-
cational institution must allocate the
GA&GE or other indirect expenses to spon-
sored agreements and other final cost objec-
tives by means of a base which includes the
identified unallowable indirect costs.

(c) An auditor recommends disallowance of
certain indirect costs. The educational insti-
tution claims that the costs in question are
allowable under the provisions of Appendix A
to Part 220, Cost Principles For Educational
Institutions; the auditor disagrees. The issue
is referred to the Federal officer for resolu-
tion pursuant to the sponsored agreement
disputes clause. The Federal officer issues a
written decision supporting the auditor’s po-
sition that the total costs questioned are un-
allowable under Appendix A. Following re-
ceipt of the Federal officer’s decision, the
educational institution must identify the
disallowed costs and specific other costs in-
curred for the same purpose in like cir-
cumstances in any subsequent estimating,
cost accumulation or reporting for Govern-
ment sponsored agreements, in which such
costs are included. If the Federal officer’s de-
cision had supported the educational institu-
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tion’s contention, the costs questioned by
the auditor would have been allowable and
the educational institution would not have
been required to provide special identifica-
tion.

(d) An educational institution incurred
certain unallowable costs that were charged
indirectly as general administration and
general expenses (GA&GE). In the edu-
cational institution’s proposals for final in-
direct cost rates to be applied in determining
allowable sponsored agreement costs, the
educational institution identified and ex-
cluded the expressly unallowable costs. In
addition, during the course of negotiation of
indirect cost rates to be used for bidding and
billing purposes, the educational institution
agreed to classify as unallowable cost, var-
ious directly associated costs of the identifi-
able unallowable costs. On the basis of nego-
tiations and agreements between the edu-
cational institution and the Federal officer’s
authorized representatives, indirect cost
rates were established, based on the net bal-
ance of allowable GA&GE. Application of the
rates negotiated to proposals, and to bil-
lings, for covered sponsored agreements con-
stitutes compliance with the standard.

(e) An employee, whose salary, travel, and
subsistence expenses are charged regularly
to the general administration and general
expenses (GA&GE) pool, takes several busi-
ness associates on what is clearly a business
entertainment trip. The entertainment costs
of such trips is expressly unallowable be-
cause it constitutes entertainment expense
prohibited by Appendix A to Part 220, and is
separately identified by the educational in-
stitution. The educational institution does
not regularly include its GA&GE in any indi-
rect-expense allocation base. In these cir-
cumstances, the employee’s travel and sub-
sistence expenses would be directly associ-
ated costs for identification with the unal-
lowable entertainment expense. However,
unless this type of activity constituted a sig-
nificant part of the employee’s regular du-
ties and responsibilities on which his salary
was based, no part of the employee’s salary
would be required to be identified as a di-
rectly associated cost of the unallowable en-
tertainment expense.

D. CAS 9905.506—COST ACCOUNTING PERIOD—
EDUCATIONAL INSTITUTIONS

1. Purpose

The purpose of this standard is to provide
criteria for the selection of the time periods
to be used as cost accounting periods for
sponsored agreement cost estimating, accu-
mulating, and reporting. This standard will
reduce the effects of variations in the flow of
costs within each cost accounting period. It
will also enhance objectivity, consistency,
and verifiability, and promote uniformity
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and comparability in sponsored agreement
cost measurements.

2. Definitions

(a) The following are definitions of terms
which are prominent in this standard.

(1) Allocate means to assign an item of
cost, or a group of items of cost, to one or
more cost objectives. This term includes
both direct assignment of cost and the reas-
signment of a share from an indirect cost
pool.

(2) Cost Objective means a function, orga-
nizational subdivision, sponsored agreement,
or other work unit for which cost data are
desired and for which provision is made to
accumulate and measure the cost of proc-
esses, products, jobs, capitalized projects,
ete.

(3) Fiscal year means the accounting pe-
riod for which annual financial statements
are regularly prepared, generally a period of
12 months, 52 weeks, or 53 weeks.

(4) Indirect cost pool means a grouping of
incurred costs identified with two or more
cost objectives but not identified specifically
with any final cost objective.

3. Fundamental Requirement

(a) Educational institutions shall use their
fiscal year as their cost accounting period,
except that:

(b) Costs of an indirect function which ex-
ists for only a part of a cost accounting pe-
riod may be allocated to cost objectives of
that same part of the period.

(c) An annual period other than the fiscal
year may be used as the cost accounting pe-
riod if its use is an established practice of
the educational institution.

(d) A transitional cost accounting period
other than a year shall be used whenever a
change of fiscal year occurs.

(e) An educational institution shall follow
consistent practices in the selection of the
cost accounting period or periods in which
any types of expense and any types of adjust-
ment to expense (including prior-period ad-
justments) are accumulated and allocated.

(f) The same cost accounting period shall
be used for accumulating costs in an indirect
cost pool as for establishing its allocation
base, except that the contracting parties
may agree to use a different period for estab-
lishing an allocation base.

4. Techniques for Application

(a) The cost of an indirect function which
exists for only a part of a cost accounting pe-
riod may be allocated on the basis of data for
that part of the cost accounting period if the
cost is material in amount, accumulated in a
separate indirect cost pool or expense pool,
and allocated on the basis of an appropriate
direct measure of the activity or output of
the function during that part of the period.
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(b) The practices required by this standard
shall include appropriate practices for defer-
rals, accruals, and other adjustments to be
used in identifying the cost accounting peri-
ods among which any types of expense and
any types of adjustment to expense are dis-
tributed. If an expense, such as insurance or
employee leave, is identified with a fixed, re-
curring, annual period which is different
from the educational institution’s cost ac-
counting period, the standard permits con-
tinued use of that different period. Such ex-
penses shall be distributed to cost account-
ing periods in accordance with the edu-
cational institution’s established practices
for accruals, deferrals, and other adjust-
ments.

(c) Indirect cost allocation rates, based on
estimates, which are used for the purpose of
expediting the closing of sponsored agree-
ments which are terminated or completed
prior to the end of a cost accounting period
need not be those finally determined or nego-
tiated for that cost accounting period. They
shall, however, be developed to represent a
full cost accounting period, except as pro-
vided in paragraph (a) of this subsection.

(d) An educational institution may, upon
mutual agreement with the Government, use
as its cost accounting period a fixed annual
period other than its fiscal year, if the use of
such a period is an established practice of
the educational institution and is consist-
ently used for managing and controlling rev-
enues and disbursements, and appropriate
accruals, deferrals or other adjustments are
made with respect to such annual periods.

(e) The parties may agree to use an annual
period which does not coincide precisely
with the cost accounting period for devel-
oping the data used in establishing an alloca-
tion base: Provided,

(1) The practice is necessary to obtain sig-
nificant administrative convenience,

(2) The practice is consistently followed by
the educational institution,

(3) The annual period used is representa-
tive of the activity of the cost accounting
period for which the indirect costs to be allo-
cated are accumulated, and

(4) The practice can reasonably be esti-
mated to provide a distribution to cost ob-
jectives of the cost accounting period not
materially different from that which other-
wise would be obtained.

(f) When a transitional cost accounting pe-
riod is required, educational institution may
select any one of the following: the period,
less than a year in length, extending from
the end of its previous cost accounting pe-
riod to the beginning of its next regular cost
accounting period, a period in excess of a
year, but not longer than 15 months, ob-
tained by combining the period described in
subparagraph (f)(1) of this subsection with
the previous cost accounting period, or a pe-
riod in excess of a year, but not longer than
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15 months, obtained by combining the period
described in subparagraph (f)(1) of this sub-
section with the next regular cost account-
ing period. A change in the educational insti-
tution’s cost accounting period is a change
in accounting practices for which an adjust-
ment in the sponsored agreement price may
be required.

5. Illustrations

(a) An educational institution allocates in-
direct expenses for Organized Research on
the basis of a modified total direct cost base.
In a proposal for a sponsored agreement, it
estimates the allocable expenses based solely
on the estimated amount of indirect costs al-
located to Organized Research and the
amount of the modified total direct cost base
estimated to be incurred during the 8 months
in which performance is scheduled to be
commenced and completed. Such a proposal
would be in violation of the requirements of
this standard that the calculation of the
amounts of both the indirect cost pools and
the allocation bases be based on the edu-
cational institution’s cost accounting period.

(b) An educational institution whose cost
accounting period is the calendar year, in-
stalls a computer service center to begin op-
erations on May 1. The operating expense re-
lated to the new service center is expected to
be material in amount, will be accumulated
in an intermediate cost objective, and will be
allocated to the benefitting cost objectives
on the basis of measured usage. The total op-
erating expenses of the computer service
center for the 8-month part of the cost ac-
counting period may be allocated to the ben-
efitting cost objectives of that same 8-month
period.

(c) An educational institution changes its
fiscal year from a calendar year to the 12-
month period ending May 31. For financial
reporting purposes, it has a 5-month transi-
tional ‘‘fiscal year.”” The same 5-month pe-
riod must be used as the transitional cost ac-
counting period; it may not be combined, be-
cause the transitional period would be longer
than 15 months. The new fiscal year must be
adopted thereafter as its regular cost ac-
counting period. The change in its cost ac-
counting period is a change in accounting
practices; adjustments of the sponsored
agreement prices may thereafter be required.

(d) Financial reports are prepared on a cal-
endar year basis on a university-wide basis.
However, the contracting segment does all
internal financial planning, budgeting, and
internal reporting on the basis of a twelve
month period ended June 30. The contracting
parties agree to use the period ended June 30
and they agree to overhead rates on the June
30 basis. They also agree on a technique for
prorating fiscal year assignment of the uni-
versity’s central system office expenses be-
tween such June 30 periods. This practice is
permitted by the standard.
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(e) Most financial accounts and sponsored
agreement cost records are maintained on
the basis of a fiscal year which ends Novem-
ber 30 each year. However, employee vaca-
tion allowances are regularly managed on
the basis of a ‘‘vacation year’” which ends
September 30 each year. Vacation expenses
are estimated uniformly during each ‘‘vaca-
tion year.” Adjustments are made each Octo-
ber to adjust the accrued liability to actual,
and the estimating rates are modified to the
extent deemed appropriate. This use of a sep-
arate annual period for determining the
amounts of vacation expense is permitted.

Attachment B to Appendix A—CASB’s Dis-
closure Statement (DS-2) is available on the
OMB Web site at http:/www.whitehouse.gov/
omb/grants/a2l-appxr b.pdf

Attachment C to Appendix A—Documenta-
tion Requirements for Facilities and Admin-
istrative (F&A) Rate Proposals is available

on the OMB Web site at hitp:/
www.whitehouse.gov/omb/grants/all-
appx__c.pdf
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